STATE OF WISCONSIN

SENATE CHAIR ASSEMBLY CHAIR
TIM WEEDEN BEN BRANCEL
- LL1, 119 Martin Luther King Jr. Bivd. LL2, 119 Martin Luther King jr. Bivd.
*P.O. Box 7882 P.O. Box 8952

Madison, W1 53707-7882

Madison, W1 53708-8952
Phone: 608-266-2253

Phone; 608-266-7746

JOINT COMMITTEE ON FINANCE

MEMORANDUM
TO: Members, Joint Committee on Finance
FROM: Representative Ben Brancel

Senator Tim Weeden
Co-Chairs, Joint Committee on Finance

DATE: April 8, 1996

RE: 16.505/515 (2) Request

Attached is a copy of a request from the Department of
Administration dated April 5, 1996 pursuant to 16.505/515 (2)
pertaining to requests from the Educational Approval Board, the

Public Service Commission and the State of Wisconsin Investment
Board.

Please review these items and notify Representative Brancel’s
office not later than Wednesday, April 24, 1996 if you have any

concerns about the request or would like the committee to meet
formally to consider it.

Also, please contact us if you need further information.
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CORRESPONDENCE\MEMORANDUM STATE OF WISCONSIN

Date:

To:

From:

Subject:

Department of Administration

April 5, 1996
The Honorable Tim Weeden, Co-Chair
Joint Committee on Finance

The Honorable Ben Brancel, Co-Chair
Joint Committee on Finance

James R. Klauser, Secreta
Department of Administra @

S. 16.515/16.505(2) Requests

Enclosed =re requests which have been approved by this department under the authority
granted in . 18.515 and s. 16.505(2). The explanation for ea~h request is included in the
attached r::aterials. Listed below is a summary of each item:

1995-96 1996-97

AGENCY DESCRIPTION AMOUNT FTE AMOUNT ETE
EAB Proprietary School $20,000 $20,000
20.292(2)(g) Programs
PSC Intervenor Financing - '$185,000
20.155(1)(j)
PsC Miscellaneous Program  $3,420,000 $8,000,000
20.855(8)() Revenue; Universal

Service Fund
SwWiB General Program $122,900 7.00 $492,900 7.00

20.5368(1)(k) Operations

-

As provided in s. 18.515, this request will be approved on April 26, 1996, unless we are notified
prior to that time that the Joint Committee on Finance wishes to meet in formal session about
this request.

Please contact Linda Nelson at 266-3330, or the analyst who reviewed the request in the
Division of Executive Budget and Finance, if you have any additional questions.

«

Attachments




STATE OF WISCONSIN

2Rt OF WISLONSIN
Department of Administration

CORRESPONDENCE\MEMORANDUM

. Date:

To: James R. Klauser, Secretary
Department of Administration

March 18, 1996

v
Nad
.

Michelle New
State Budget Office

From:

Request Under s. 16.505/16.515 from the State of Wisconsin Investment Board for risk management resource
needs.

Subject:

REQUEST:

The State Investment Board requests approval of an additional 8.0 FTE positions and supplementary
expenditure authority of $135,900 PR in FY96 and $531,600 PR in FY97.

VE S FOR APPROPRIATION:

This request would be funded from the s. 20.536 (1)(k), general program operations appropriation.
Revenues to this appropriation are procured from charges to each of the trust funds managed by SWIB,
based on the actual costs to manage each fund.

BACKGROUND:

.' The State Investment Board currently employs 85.5 individuals, an increase of 4 FTE over the last
biennium.

SWIB manages slightly over $40 billion in assets. The trust funds of the Wisconsin Retirement System
account for 91% of funds managed, the State Investment Fund represents 8%, and all other funds
account for the remaining 1%. SWIB’s assets have increased dramaticaily over the past ten years as
indicated below. As the assets under management have increased, the risk of managing the funds has

increased commensurably.

Fiscal Year At YearEnd Percent Increase
1986 $15,250,647,000 $13,798,813,000

1987 17,978,744,000 16,614,695,500 20.4%
1988 18,239,473,000 18,109,108,500 9.0%
1989 21,123,360,000 19,681,416,500 8.7%
1990 23,380,847,000 22,252,103,500 13.1%
1991 25,680,415,000 24,530,631,000 10.2%
1992 29,186,270,000 27,433,342,500 11.8%
1993 33,334,618,000 31,260,444,000 14.0%
1994 34,469,000,000 133,901,809,000 8.4%
1995 37,809,000,000 36,139,000,000 6.6%
1996 Est. 42,700,000,000 40,254,500,000 11.4%
1997 Est. 45,902,500,000 44,301,250,000 10.1%

The Investment Board’s request emanates from three distinct studies: (1) a Legislative Audit
examination of the investment practices of the board, (2) an independent consulting report by Price
Waterhouse and (3) an internai staffing examination.
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Tommy G. Thompson, Governor
March 18, 1996
Page 2

In July 1995, the Legislative Audit Bureau examined in detail the investment practices of the Board.
Their report concluded that the substantial investment losses incurred during FY 1995 were due to both
excessive risk-taking and weak internal management controls. The LAB indicated a need for additional
staff to improve management controls. In part, these were addressed in SB 402. This legislation
provided 7 additional positions along with increased expenditure authority of $310, 600 in FY 1995-96
and $582,000 in FY 1997. SB 402 did not provide all the resources needed for managing investment
risk.

The second study was conducted independently by Price Waterhouse. In their final report, Price
Waterhouse suggested SWIB implement more consistent measurement techniques for the detection of
risk. Methods proposed included the formation of additional Board committees, increased management
reporting, and enhanced clarification of general investment guidelines and practices.

These reports prompted SWIB to undertake its own comprehensive internal staffing examination. Their
internal study spanned each of SWIB’s investment groups and endorsed the creation of several new
positions to meet the recommendations as outlined in the above two reports.

ANALYSIS:

Since the derivative losses in 1995, SWIB has focused its attention on the policies, organizational
structure and resources needed to adequately manage risk, as encouraged by the Legisiative Audit
Bureau. This 16.505/515 request is the resuit of an internal study conducted over several months which
reviewed both staffing patterns and overall workload.

The position requests can be divided into four categories:

L Risk management.
o Quantitative Investment and Risk Analyst (2.0 positions requested $30,600 FY96, $109,600 FY97).

While most of the immediate needs to improve management controls were addressed in SB 402, a few
needs identified by the LAB were not covered in the legislation. These positions all fall under the risk
management category. As referenced in LAB #95-16, these 2 positions would be utilized in the
InvmmentAnalytiaGmxptoperformanalysisofﬁsk,pcrformanceandassetaﬂocaﬁonforthechief
investment officer. Alongwimtbzchidinvsmcmoﬁcer,thisstaﬂ'ofanalymwmndmwcran
investment oversight.

IL Public fixed income.
e Public Fixed Income Credit Analyst (1 position requested $15,300 FY96 and $58,800 FY97).

Currently, the Investment Board reviews the credit-worthiness of borrowers in the bond markets about
every 18 months. This position would be used to shorten the credit review cycle from 18 to 12 months.
It would also expand SWIB's coverage of new companies and industries for bond portfolio
consideration. The public fixed income credit analyst would be in addition to 4 other FTE analysts in
the Public Fixed Income Division. While this Division already carries a high proportion of analysts,
increased reporting may be advantageous from a risk reducing strategy for SWIB. _
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I Analytical support and back-up in the investment divisions.
e Domestic Equities Assistant Portfolio Manager (3.0 positions requested $62,000 FY96, $274,300

FY97).

The Domestic Equities Division currently is comprised of 3 Investment Directors, 8 FTE Analysts and 4
additional FTE positions. It is the largest division within SWIB. The three portfolio managers would
assist in the development and execution of strategies, and monitor trading activity and price movements.
Positions would also provide continuity and short term back-up for the portfolio managers. They would
reduce the management risk associated with staff departures.

IV. Reporting and oversight.
o Investment Policy and Information Specialist (1.0 position requested, $14,800 FY96, $50,200
FY97).

This position would provide expanded reports to the Legislature and additional information to
beneficiaries and the public. An investment policy and information specialist would assume a lead role
in the preparation of an expanded annual report and other informational materials. The position would
also play a lead role in staffing the toll-free interactive voice response information line for fund
participants.

e Paralegal (1.0 position requested, $13,000 in FY96 and $38,700 in FY97).

The paralegal position would support the increased workload associated with minutes and proceedings
of new Board and staff committees, outside counsel, and increases in compliance reporting
requirements.

TOTAL REQUESTED RESOURCE NEEDS: $667,500 (§135,900 FY96, $531,600 FY97).

The Investment Board’s opuatingbudgethasincr&wddxamaﬁmﬂyaverthisbiennium. While the
Board’s holdings have also increased dramatically since FY95, much of the gain has come from
appmciadonofholdings,mhamanaamstanﬁalwmmenumbaofmmom. 1995 Act 27
gaveSWIBanopaaﬁngbudgaofWJ%,OOOinFYW. The FY97 budget was increased by SB 402 by
another $532,900. If approved in its entirety, this 16.505/515 request would increase FY97 spending
authority by an additional $531,600. These funding issues and staffing increases are compared to the
1995 adjusted base below:

FY 199 ; FY 1997

Funding  Positions Funding  Positions
Adjusted Base $7,542,400 79.5 $7,542,400 79.5
Act 27 +329,600 +4.0 +389,600 +4.0
SB 402 +178,400 +7.0 +532,900 +7.0
16.505/515 +135,900 +80 +531,600 +8.0
TOTAL $8,186,300 98.5 $8,996,500 98.5
Percent Change 8.5% 24% 19.3% 24%

(over base)
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RECOMMENDATION:

S. 16.515 provides for supplemental expenditure authority if an appropriation becomes insufficient as a
result of an unforeseen emergency. The derivative losses in FY95 proved to be unanticipated and
created the need to conduct continuing risk assessments of Investinent Board holdings. As the assets
have expanded and as investment vehicles have become more diverse and complex, the ongoing need for
risk assessment has become more acute. Given the size of the portfolios at risk, action on the risk
sensitive aspects of the request is prudent and should not be deferred to the next biennial budget.

To provide adequate risk assessment, partially approve the request as follows:

Risk management. Approve the Quantitative Investment and Risk Analyst positions. They are in
keeping with the Audit Bureau’s findings.

Public fixed income. Approve the fixed income credit analyst position. The Investment Board’s bond
holdings total approximately $6.4 billion. With this amount at risk, the review of credit-worthiness and
new company offerings shouid be expanded. An cighteen month review cycle is too long under current
market conditions.

Analytical support and back-up in the investment divisions. Approve 3.0 assistant portfolio
managers. The Domestic Equities Group manages three portfolios which each include up to $5.0 billion
in assets. There currently are no assistant managers in this division. These positions will reduce risk
during a portfolio manager’s absence. Assistant portfolio managers will help in the assessment of risk
associated with potential transactions, and provide a separate perspective on the market.

Reporting and oversight. This category contains two distinct position groupings. The paralegal would
be used in conjunction with the increased reporting requirements and the investment policy and
information specialist would be used internaily in helping to prepare the expanded, detailed reports as
requested by both the Legislature and the Legisiative Audit Bureau. The investment policy and
information specialist should be approved. The need to communicate accurate and timely information
about SWIB to the legislature and the public-is imperative. This position would also be used to help
research and evaluate new programs to improve the quality of information provided to all interested
parties. Fmany,mmcmmlegalwdﬁonh_nawyddmmwawﬁskmmgemcmn&ds,
a decision on this request can be deferred until the next biennial budget.

Summary of funding and position recommendations.

Position Statys FY9% EY97
Assistant Portfolio Managers Approve 3 $62,200 $274,300
Public Fixed Inc. Credit Analyst Approve 1 $15,300 $58,800
Quantitative Inv/Risk Analyst Approve 2 $30,600 $109,600
Paralegal Not Approve

Inv. Policy and Info. iali Approve 1 $14.800 $50,200

TOTAL 7 FTE Positions $122,900 $492,900




STATE OF WISCONSIN INVESTMENT BOARD

MAILING ADDRESS: 121 EAST WILSON ST.
P.O. BOX 7842 MADISON. wi 53702
MADISON, wi 53707 (608) 266-2381

February 27, 1996

Mr. James R. Klauser, Secretary
Department of Administration
101 East Wilson

Madison, WI 53707

Re: ss. 16.505/515 Request for Risk Management Resource Needs
Dear Secretary Klauser:

The Investment Board (SWIB) is submitting the tollowing request for approval under ss. 16.505/515 of
the Statutes to address immediate risk management resource needs.

Summary of Request

Over the last year, SWIB Trustees and staff have focused a great deal of attention on the policies,
organizational structure and resources which are needed to effectively manage risk and earn favorable
rates of return for fund participants. Significant steps have been taken:

" The Trustees have created two new committees of the Board (Audit and Investment Policy) to
focus greater attention on risk management.

u A staff Risk Management Committee has been established to review derivative transactions and
all new investment initiatives.

n More restrictive investment guidelines have been adopted for use of derivative investments.

" Reports to the Trustees have been improved to better highlight risk at the portfolio and fund
' levels. A strategic information systems plan is being developed in order to further integrate and
improve the reporting and monitoring of investment risk.

Several organizational changes are planned at the senior management level which will further strengthen
oversight. A chief operating officer will be added, through internal reallocation of an existing position,
to oversee a number of critical business functions. A chief investment officer, internal auditor and
several support staff are provided in the Joint Audit Committee’s legisiation (SB 402/AB 664) which is
awaiting final legislative action (see Attachment A). Our December 22, 1995 report to the Joint Audit
Committee (Attachment E) describes these and other efforts in greater detail.

The Legislature has affirmed that SWIB should continue to emphasize internal management of assets.
Total assets under management surpassed $40 billion in 1995. SWIB manages the ninth largest public
pension fund in the U.S. Our growing size and the increasing complexity of our activities require that
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we address other resource needs to continue to do the job etfectively. As the Joint Audit Committee
developed SB 402/AB 664, we noted that there were other personnel needs which required attention. We
were advised by the Co-Chairs of the Joint Audit and Joint Finance Committees to address other
immediate needs through the ss. 16.505/515 process.

Our request is the result of a comprehensive review of staffing patterns and workload which spanned
several months. The purpose of this exercise was to determine where there may be risk due to inadequate
analytical support or back-up in our investment divisions. Support areas were reviewed to determine
whether they are adequately statfed to meet additional reporting and oversight responsibilities which are
being implemented. Recent reports by the Legislative Audit Bureau and Price Waterhouse concermng
risk management issues were helpful in this process.

As a result of this review, we are requesting approval for 8.0 PR positions, effective May 1, 1996, and
additional expenditure authority of $135,900 PR in FY 1996 and $531,600 PR in FY 1997. Attachment
B summarizes our request. A more detailed description of the responsibilities and justification for each
position follows in Attachment C.

The first three items in the request [the domestic equities assistant portfolio managers and public fixed
income credit analyst] reflect immediate needs for stronger analytical support and back-up in the
investment divisions. The second group of items [the quantitative risk analysts, investment policy and
information specialist, and paralegal] addresses reporting and oversight concerns.

This request is critical to our ability to go forward on several key risk management measures. Even with
the additional resources provided in this request, our operating budget as a percentage of assets under
management will remain under 2.1 basis points (see Attachment D). SWIB’s operating costs will also
remain far below those experienced by pension funds which primarily rely on outside management.

Reven urces for A riation

This request will be funded from the appropriation under s. 20.536 (1)(k). Revenues to this appropriation
are generated from charges to the trust funds managed by SWIB, based on our actual costs to mange each
fund. The trust funds of the Wisconsin Retirement System account for 91% of funds managed, the State
Investment Fund represents 8%, and other funds account for the remaining 1% (including the State Life
Insurance Fund, the Local Government Property Insurance Fund, the Patients Compensation Fund, and
the State Historical Society Endowment Fund).

Your prompt consideration of this request is greatly appreciated. We will be happy to respond to any
questions you may have.

Patricia Lipton

Executive Director
JADIVEXEC\LIPTON\CVRLTR\February 27, 1996
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ATTACHMENT B

State of Wisconsin Investment Board
Section 16.505/515 Request

Assistant Portfolio Managers - Domestic Equities

Request 3.0 positions and $62,200 in FY 96 and $274,300 in FY 97 to provide an
Assistant Portfolio Manager for each of the three domestic equities portfolios. Each
portfolio now includes up to $5 billion in assets. These staff would assist in the
development and execution of strategies, and monitor trading activity and price
movements. These positions wouid also provide short-term back-up for the portfolio
managers and reduce risk associated with staff departures.

FY97
Costs

$274,3004

Credit Analyst - Public Fixed Income

Request 1.0 Credit Analyst position and $15,300 in FY 96 and $58,800 in FY 97 to
shorten the credit review cycle from 18 to 12 months and to expand coverage to new
companies and industries for bond portfolios.

$ 58,8004

Quantitative Investment and Risk Analyst

Request 2.0 Quantitative Risk Analysts and $30,600 in FY 96 and $109,600 in FY
97 for the investment analytics group to perform analysis of risk, performance and
asset allocation for the Chief Investment Officer.

$109,600H

Investment Policy and Information Specialist

Request 1.0 Investment Policy and Information Specialist and $14,800 in FY 96 and
$50.200 in FY 97 to assist in providing expanded reporting and information to
beneficiaries, the Legislature and the public. This position will assume a lead role in
the preparation of an expanded Annual Report and other informational materials.

The position will also play a lead role in staffing the toll-free information line for
participants.

$ 50,200{

Paralegal

Request 1.0 Paralegal position and $13,000 in FY 96 and $38,700 in FY 97 to
support the increased workload associated with minutes and proceedings of new
Board and staff committees, outside counsel, and increases in compliance reporting
requirements.

$ 38,700

Grand Total Resource Needs (8 FTE)

luser doroc\axigensafpn\26  February 1996\2:45 pm

$531,600




ATTACHMENT C

Domestic Equities Assistant Portfolio Managers
3.0 Positions

Major Responsibilities:

1. Assist in portfolio management by participating in strategy decisions, trading decisions, meetings
with companies. and preparation of reports.

2. Assist in monitoring and interpreting market changes as well as world and investment events on
a daily basis for potential impact on the portfolio.

3. Perform portfolio analysis across muitipie sectors and remain knowledgeable about all portfolio
holdings. Identify market trends. Research specific investments to provide buy/sell ideas.

4, Interact with and mentor analytical staff to develop their expertise, prioritize research, and
evaluate analysts’ recommendations.

5. Provide back-up in the portfolio manager’s absence.

Rationale:

The Domestic Equities Group manages three portfolios which each include up to $5.0 billion in assets.
They are currently the largest portfolios managed at SWIB. Each portfolio is now larger than the total
assets managed by 85% of the 1,000 largest pension funds in the U.S.

In 1994, the Domestic Equities Group was reorganized to more evenly distribute assets among the
portfolios and to provide greater diversification in investment style. These changes also resuited in more
effective use of analysts and reduced the need to add staff as assets under management continue to grow.
However, further steps should now be taken as part of our overall effort to strengthen risk management.

Unlike other investment areas at SWIB, there are currently no assistant managers for the domestic equities
portfohos; This is undesirable from a risk management perspective. In its May 1995 report to the Board
on risk management, Price Waterhouse stressed the importance of thorough risk assessment of potential
transactions and the need for ongoing monitoring of factors that may impact on the risk profile of a
portfolio. The addition of assistant portfolio managers will strengthen SWIB’s capabilities in these areas.

Lack of an assistant means that portfolio managers must remain in contact whenever markets are open.
On a short-term basis, the risk could be absence of coverage for the portfolio. The longer-term risk is
that when a portfolio manager leaves. no one else has been prepared to manage the portfolio, even on
an interim basis. Thxs concern was heightened by the recent departure of one of the domestic equities
portfolio managers. *

The assistant portfolio managers would provide back-up during short-term absences of the portfolio
manager. In addition, the assistant managers would ensure that more than one staff member is
knowledgeable about holdings in the portfolio. The assistant will also provide a separate perspective on
the market. This is desirable trom a risk management perspective and should help maximize performance.



Credit Analyst--Public Fixed Income

1.0 Position

Major Responsibilities:

l. Review and analyze markets. capital structure, earnings capacity, corporate strategy and other
financial indicators for assigned industries and companies.

2. Forecast financial performance. potential event risk and the relative impact of expected economic
developments (both domestic and international) on assigned industries.

3. Prepare in-depth reports incorporating historical information and comparative financial analysis
for assigned industries and companies.

4 Identify potential investment opportunities within assigned industries. Recommend appropriate
credit quality rating.

5. Modify recommendations to buy, sell or hold as a result of breaking news, company changes,
market tluctuations or changing economic conditions.

Rationale:

SWIB currently manages over $5.2 billion in long-term domestic bonds for the Fixed Retirement Trust
Fund. Investments are primarily in U.S. government or corporate bonds purchased in the public sector.
Holdings are diversified in terms of credit, maturities and sector.

In its May, 1995 report on risk management, Price Waterhouse noted that best practices in portfolio risk
management require that "changes in market factors are regularly monitored and quantified...”. As
portfolios increase in size, it is increasingly difficuit to monitor credit changes, especially during volatile,
active markets. Two securities analysts currently pertorm all credit analysis and due diligence for over
220 companies in 14 industry groups. They also responsible for managing investments for the Patients
Compensation Fund ($329 million) and the State Life Insurance Fund ($62 million).

The current level of staff is sufficient to perform a credit review of each industry and company every 18
months. This analysis should be conducted more frequently to stay ahead of developments which could
affect the risk profile of the portfolio. One additional analyst would enable the credit review to e done
once every 12 months. With this greater level of due dil‘igence‘“ﬂié‘ﬁl:eﬁhood of identifying a potential
change in credit rating T Tiicréased, thus raising the potential for'added gain (or-decreased loss).

For example, based on the average market volatility over the last 20 years, the average spread between
an AA rated bond and an A rated bond is 37 basis points (0.37%). A change of one grade in the credit
quality of an industrial corporate bond means an average gain/loss of approximately $1.1 million in
market value, based upon an average holding of $30 million and a yield-to-maturity of 6.99%.

The additional gnalyst would also enable us to expand the number of market sectors and industries which
can be covered.” This will provide benefits from a risk management perspective because it would enable
the portfolio to be more diversified. Finaily, the additional analyst would provide backup to current staff,
which is also desirable as a risk management measure.

9



Quantitative Risk Analysts
2.0 Positions

Major Responsibilities:

l. Participate in the evaluation and implementation of systems which monitor risk characteristics and
compare holdings to limits in SWIB’s policy guidelines.

-3

Monitor aggregate risk exposure and simulate potential risk under different conditions.

3. Assemble, evaluate and report performance measurement and market valuation data at the
portfolio and fund levels.

4, Participate in evaluating pricing products and procedures for assets which are not publicly traded
and determine their impact on risk management.

3. Assist in the analysis, review and reporting ot all performance benchmarks.

6. Assist in the monitoring and readjustment of asset allocation targets. Participate in the annual
analysis and presentation of recommendations tor allocations of new cash.

7. Monitor asset mix and cash positions for the trust tunds. Interact with Employee Trust Fund staff
and the consulting actuary to ensure the mutual flow of asset and liability information.

Ratignale:

In its May 1995 report on risk management, Price Waterhouse recommended that SWIB expand its
capability for measuring and monitoring investment risk. This includes the comparison of portfolio
holdings to policy guideline limits, analysis of potential gains and losses under various market conditions,
and analysis of performance on a risk adjusted basis.

The Legislative Audit Bureau reached a similar conclusion in its July, 1995 re Itsuuﬁmd that a

Chief Investment Officer (CIO), supported by a small staff of analysts, be added to SWIB’s staff to
improve systems for measuring and reporting risk and to ensure that troubled investments are brought
to the attention of senior management and the Trustees in a clear and timely manner.

Legislation developed by the Joint Committee on Audit (SB 402/AB 664) provides the CIO position.
However, currently SWIB has only one position to support the CIO and also provide risk measurement,
performance monitoring, and asset allocation analysis for over $40 billion of assets managed in over 20
portfolios in domestic and foreign markets. This staffing level is not sufficient to enable SWIB to deveiop
and implement the measures recommended in the Price Waterhouse and Legislative Audit Bureau reports.

Two additional analysts are needed to: (1) support the CIO in implementing risk controls noted above;
(2) provide greater depth of analysis for the various asset allocation, performance measurement and
benchmark functions currently performed by only one analyst; (3) and provide backup to the current
position on a number of critical tasks involving data collection, verification and analysis.
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ences. please contact Scott Feidt ana
make him aware of your suggesuons.

Reminder

Flease review ang upaate your LGiP
accounts making sure the oroper cer-
son is authonzea to compiete transac-

tions. as well as wire transfer desting-
llons are correct,

The State Treasurer offics wiil be
closea for LGIP business on:
December 25th &
December 31st

Happy He:iidayst!

———

T ———

State Treasurer

Jack Voignt (608) 266-3712
Deputy Treasurer

Mike Collins (608) 266-7¢32
Exscutive Assistant

Scott Feidt (608) 266-37+2
LGIP Administrator T

Bonme Menke (608) 2663 |

FAX # (608) 266-2647

INI Sy 9y (e X5 -2 714

LGIP Fund Manager-investmen 8d.

Jon Traver (608) 266-2405




P | State investment Funa Monthly Summary of Earnings

August 1995 :
f $ Amount “Rale |
{Average Qaily Balance of State nvestment Funa : . 5.137.450.838.81 . ) ,
|
Gross Eamings on State investment Fung 5.995.622.99 578
Less: Custodial Bank Charge (27.338.93) Q.01
investment Board Exoense (99.591.40 10.02)
Marcn 1995 Eamings Loss (0.xx1
Net Monthly Eamings on State Eamings on State Investment Fung 25.828.692.66 $72

Local Government Investment Pooi (LGIP} Monthly Summary of Earnings

Average Qaily Balance of LGIP 2.575.852.523.11
Gross Eamings on LGIP 12.518.441.09 §.72
Less: DOA Accounting Charges : (7.584.03) (0.00)
Banking Costs (5.351.45) (0.00v
State Treasurer Expense (13.466.57) (0.01)
Insurance (173.720.94) (0.08)
Net Montnly Earmings on LGIP 12.318.318.10 5.63
. Month & LGIPNet 30 Day Money Market Fed Fund All Taxable
Year Annual Rate Treasury Bill  Checking RateMM Funds
Jan 94 383 2.78 2.23 2.85 2.70
Feb 94 3.58 292 2.27 3.18 2.75
Mar 94 3.72 3.02 2.28 3.25 2.87
Apr 94 3.89 3.39 227 3.58 3.08
May 94 4.42 362 227 3.92 3.36
Jun 94 - 3.55 3.70 2.31 429 3.62
Jul 94 4.12 3.75 2.38 426 .77
Aug 94 451 4.04 2.40 438 396
Seo 94 460 427 232 472 417
Qct 94 4.80 443 2.32 4.80 433
Nov 94 497 470 2.2 5.09 463
Dec 94 5.38 468 2.22 5.48 5.04
Jan g5 5.88 5.04 2.22 5.38 5.19
Feb @5 5.74 £.15 2.32 5.88 5.44
Mar 85 5.58 547 2.2¢ 5.97 5.52
Apr a5 562 £s 2.22 6.08 553
Mav e5 5.97 5.46 2.32 6.01 5.51
Jun 85 543 £.31 232 6.01 5.48
Jul a5 573 5.22 2.22 5.83 5.36
Aug g5 563 5.24 2.3 575 527
. Sep g5 5.61 5.23 2.22 573 X.XX
Oct g5 X.XX X.XX X.XX XXX X, XX
Nov 85 X.XX X. XX X. XX x.3¢ X. XX
Dec 85 X.XX XXX X. XX X.XX X.XX
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Mm—.—-—-
TATE INVESTMENT FUND MONTHLY PORTFOLIO :

ANALYSIS '
as of Septemoer 30, 1395 :

AN
-

Acauwisition ¢, cf

Par Amount fima Zamtong
319001 % -
+ S. Gaovemnments .
Ziilg $£0.000 TR ‘
Notes ang 8onas 785.000 588 i
Agencies £56.374 s &7 v :
Joen Repurcnase 2.268.743 5 46 43 !
Term Reoo :
Assat SBacxaa €37 491 432 *
‘fongage Backea Securmes  250.497 . s 51 H
‘ankewEure 125.000 £E8 H .
-enmcates of Degosn 30.050 531 . !
3anxers Acceptance '
Commereial Paper ang
Corpe: :te Notas 182.100 6.08 b
TOTAL $5.008.255 6.06% 100%

~ SUMMARY OF INVESTMENT FUND PARTICIPANTS |
{

*% ot
Par Amount Porttotio

: $(000)
1
[State of Wisconsin and Agencies S1.822822 k-]
!Statm of Wisconsin investment Bcarc 1 0%0.892 2
'Local Government investmnent Pool 2.211.197 43
{
iTotal $5.084.911 108%

|
Note: The crfference tetween the total of pamcmoants unt snaresi
-(55.084.911) ana ine total of the investnents (S5.005.255) 1s tne resua ot}
§mc¢t float (Checxs wrmen and posted at DOA-Finance Mat nave not
gc:nno the Dank) and a tmng JeIaY 1N POSLNG Dank recemts at DOA-
;i—*manc. WNICH Nave aiready been mvested by SWIB.

|

i

I

g AVERAGE MATURITY |

g $/30/98 - 50 Days

j Average Matunty (days) for tne tast S;x montns. |

i

H

' c8r31/5% &7 C8/30/98 &3 Q4/30/95 84
ST/31/85 63 0531198 73 Q3731/9% 7¢

|
! i

‘Note: The Average Matunty CIICULALON 13KES MIC 2CSTUNL NG reset aates!
““ina fioating rate secunues in the poMIoNS. The caicuiauon a1s0 uses iney

L erage nte’ matunty cate 1or asset Dacxea ang mongage tacxea secu-i
fries

|
|
|

The Pool Page

Definiuons

| Slate invesunent Fung

‘ T Fung is the COMOINANON Of casn Daiances rom me State
2t Wiscansin ana its Acencies. (ne State of Wiscansin
~vestment Boaro ana tne Local Government invesument Pas:

Lacat Gavernment invesunent Pool
T s Fung is an aqgregate of all funas trom contical SUCSivie
1218 N3t 3re DIACEA W NG CUSIOAV Of the Slate reasurer 1c-
‘@ investment ana reNVeStNam Oy the State of Wisconsin
~vesynent Board.

Al Taxavie MM Funas :
. T-is 18 an naex of 3l tAXADIS Money market funas in tne coun-;

"~ cuglsneda by I8C/0onognue. inc.

‘Asset Bacxea Securtties .
' =.sucly 13060 NOtES DACKSS DY Cans. ieases or instaiment
i SAUSCIS ON DErSONSal property. The casn fiows generated ov

| "8 UNCENYING ASSMS 218 USEA 10 DAY DNNGIOAI and interest tc
18 NOWNOINTS.

Banners Accesptance

A Shoft tenm NeqQOnabie discount note. SAs are arawn on anc
accented Dy DANKS, WG 3re ODLGed 10 Day tne 1208 value
Imount at matunty.

Caruficates of Deposit

AN INerest DEANNg neqotiabie tme ceposk of fixea matunty at
3 commercial Dank.

H
¢

i Commercral Paper
The Manet Name for SNOM-1ENT. UNSECUrea DrOMISSOrY notes
N3t are exemoe from registration wan tne SEC.

Fed Funas Rate
The mterest rate charged tO Banks neeang overmgit oans to
MEt rESEIVE rEGUINEMENtS DY DANKS Wi EXCESS reServes at 3
Fecers: Reserve Distnet Bank. The rate s set dauly througn they
soen maet cosranans of the Fecera: Reserve.

Money Marxet Checking
AR INTETESt DEAANG transacton offered Dy Danks.

Mortgage Sacked Securitias -
An oromary DONG backed Dy sn undaded interest i 3 poot of
MONGages or TUNt JeNUS. (NCOMS- oM e uNcenNyIng mon-
33908 18 used 10 pay off the securties.

Repurcnase Agreements ’
The purcnase of eCUNIes (COHAIeral) from a Dank or dealer
WAn NG SAMURBNSOUS COIMIMIIMBN Dy the Dank or deaer 1
: 'COUTIIZSS tHE SECLIINS 3t e SAMS DNCE 3t SOMe Mutuaily
! 3graea future G2 8t 3N 39MNAd raI8 of IMmerest.

[

¢
!
!

1U.S. Agencres !
1 n agency chanened by the U.S. Government to sesrve tne |
i SutHe DurDoses specified Dy the Congress. Pavment of the
i SANCIOM AN INBIESE MAY OF MAy NOt DE GUATANINNG DV tne 1y::
3

fann ang creon of the U.S. Covernment nsedt. i

)

:U.S. Treasurv 8ill !
: < § Treasury snon.term aiscount securmy. '

'U.S. Treasury Note )
: U § Treasury coucon 1ssues win onainal maturmes up to <> |
; vears. i
i

YankewEuro

!
{ An oohaanon of 3 forexgn issuer cayaoe in U.S. doliars ang |
t regrsterea wan the SEC !
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‘Maturity Distnbution |
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.

Investment Policy and Information Specialist
1.0 Position

Major Responsibilities

I.

t

Research and respond to inquires from the Legislature, media and the public regarding SWIB
policies and activities. Ensure that information disseminated by the agency is accurate,
responsive, and consistent with the policies of the Board.

Prepare informational materials tor participants in the Wisconsin Retirement System, including
newsletter articles, the annual brochure, direct mailings and electronic communications.

3. Assist in the preparation of the monthly newsletter to participants in the Local Government
Investment Pool (LGIP).

4. Prepare the narrative portions of the agency’s annual report. Work with SWIB staff, auditors and
others to ensure that the report is informative, completed in a timely manner, and responsive to
various statutory reporting requirements.

5. Operate the toll-free information line for fund participants.

6. Research and evaluate new communications programs or tools to improve the quality and
timeliness of information provided to various publics.

Rationale

SWIB currently manages over $40 billion in assets. Our activities directly affect nearly 400,000 active
or retired employes of state and local units of government, some 1,000 local government participants in
the LGIP and numerous state agency funds.

An effective risk management program requires that timely and understandable information about
investment policies, holdings and performance be provided to participants and the public. It also requires
that SWIB staff be accessible on a daily basis to respond to questions from participants, the Legislators
and others which have oversight responsibilities.

An additional position is required to meet additional reporting needs and improve our responsiveness as
noted by the following:

SB 402/AB 664 will require that SWIB expand the types of information reported to the
Legislature regarding policies. strategies and performance. Our annual financial report will be
modified to meet these requirements and to make it more "user friendly." We also plan to
publish the report sooner to improve its timeliness.

We plan to expand, and regularly update. materials provided to participants about the LGIP
through a newly-developed manual, and a monthly newsletter produced with the State Treasurer.

We pian to expand our toli-free information line for fund participants to respond to their
questions about investment policies. holdings and performance. To date, this service has been
made available only on a limited basis.



Paralegal

1.0 Position

Major Responsibilities:

L. Prepare minutes for meetings of the Board of Trustees. Trustee committees and staff committees.

2. Maintain files for Board and committee activities.

3. Coordinate proxy voting and corporate governance activities.
4. Monitor and report on the use ot outside legal counsel.
5. Prepare correspondence and legal documents and provide litigation support for the General

Counsel and Assistant General Counsel.
6. Maintain the library for all legal-related manuais, documents, and files.
7. Provide legal assistance for private placements and real estate transactions.

8. Monitor contract compliance.
Rationale:

At present, SWIB’s legal staff includes the General Counsel, Assistant General Counsel and one paralegal
position. Since the paralegal position was created in 1991, the legal area has experienced a significant
increase in workload. Over the last year in particular, additional workload has resulted from heightened
emphasis on record keeping and reporting in our effort to strengthen risk management. The overail
increase in workload is making it more difficult to meet the agency’s basic needs for legal services and
has created pressure to rely more heavily on the services of outside counsel.

In 1995, the Board created two new Trustee committees (Audit and Investment Policy) and a staff Risk
Management Committee. Legal staff attend and prepare minutes for all Board and committee meetings.
In kgegi,ggswith}eca%nmendations of a 1995 Legislative Audit Bureau report, more detailed minutes are
now being prepared.” For example, minutes for monthly Board meetings have increased from an average
of ten pages to 19 pages. Preparation of the minutes now requires the equivalent of .5 FTE.

Over the last five years, SWIB has strengthened its activities as a sharehoider in corporate governance
matters as part of its fiduciary responsibility. The paralegal coordinates SWIB’s sharehoider votes with
a proxy voting service and responds to questions on proxy matters. The legal workload associated with
analyzing issues and proxy voting has increased as the scope of our corporate governance program has
expanded and our presence in the markets has grown. This is illustrated by the following data:

. The number of equity investments has increased from 994 in 1991 to 1,125 in 1995;
u The number of shares owned increased from 673 million to 1.0 billion;
L The number of companies on which we are focusing attention because of corporate governance

concerns increased from 6 in 1991 to 12 in 1995;
= The number of class action claims in which SWIB participated more than tripled (from 6 in 1991

to 22 in 1995). Federal legislation enacted in December 1995 will resuit in SWIB taking a more
active role in securities class actions as a lead plaintiff, with associated workload demands.

5



AR A R A LA R

[ncreased workload is occurring in other areas as weil. The number of open records requests increased
from 10-15 in 1991 to 15-20 in 1994 and 63 in 1995. Legal review of investment activities has expanded
as part of the agency’s enhanced risk management activities. This inciudes review of compliance reports
to the Securities and Exchange Commission. assumption of state ethics monitoring duties and
responsibility for ongoing distribution to third parties of signature authority.

The amount of legal work being handled by outside counsel because of insufficient paralegal staff has
increasgd from about 60 billed hours in 1991 to 120 billed hours in 1995, at'an ifcressed cost to the
agency.’ In addition. we have had to delay etforts to improve oversight of transactions handled by outside
counsel. This has impeded SWIB’s ability to standardize legal documents and file organization across
investments, reducing efficiency of outside counsel and agency statf. With.the addition of.a paralegal,
approximately 10% of the General Counsel and 10% of the Assistant General Counsel’s time would be
freed to handle legal responsibilities internaily.

Without the addition of a second paralegal position, there will likely gaps and delays in legal compliance,
some work would simply not be performed. and there would be an increased dependence and cost
associated with outside counsel. This could result in additional investment risk and ethics risks as well
as compliance problems and missed financial recoveries from class actions.

Paralegal Annual Workl

1000 hours Minute preparation

600 hours Proxy voting and corporate governance

1900 hours Class actions, open records, record and file-keeping, transaction monitoring
600 hours Contract reporting

4100 hours = 2 FTE

F\USERVOHNSKWAWORDPROC\S 1650\REQUEST\February 26, 1996
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ATTACHMENT E

STATZ CF 'NISCCNSIN INVESTMENT BOARD

'HAILING ACCRESS

. 121 EAST WILSON ST.
PO 80X 7342 "~ MADISON. Wi 53702
MAQISQN, a1 52707 (608) 2882381

December 22, 1995

HAND DELIVERED

Senator Peggy Rosenzweig Representative Mary Lazich
PO Box 7382 PO Box 8952

State Capitol State Capitol

Madison. WI 53707-7382 Madison. WI 53708-8952

Dear Senator Rosenzweig and Representative Lazich:

This report is being submitted as recommended by the LAB. We plan 0 update you as we procesd

t0 implement measures described in the report.

We appreciate your wiilingness to provide additionai staff and funding for a number of risk
management needs. You have suggested -nat resources beyond what is currently provided in SB 402
and AB 664 should be requestea througn the Joint Comminee on Finance, We plan to submit 3 sg.



»2n10r Rosenzewig
epresentanve (azicn
Oecemper 12, 1995
Page 2

[ want 10 extend my thanks 13 vou. otner mampers =; -ns Joint Commuttee on Audit. and the
Legislauve Audit Bureau for vour wilingness 3 work vith us on these maters. [ believe the
Jiscussions we nhave naa over tns Dast several monwns witn vou ana with tund participants have been
Qeiptul in strengtnening communicauons ana fostering 2 greater understanding of the challenges
~nich SWIB is aadressing.

Qversight of Investment Activities

The July 1995 LAB report inciuded the following reccmmenaations:

“We recommend thas the State of Wisconsin Investment Board examine the fezsibility and
costs of future plans 10 increase oversigit of invesrment acrivitie: 2nd spectfically address:

1. - Deveiopment of comprehensive invesrmens guidelines, as weil as procegures Jor
periodic update of the guidelines, thas establish limits for allowable investmenss,
investmens strazegies, and risk levels;

t

Adoprion and impiemenzation of methodologies for measuring and evaiuaring risks in
individual investments across portfolios:

J. Development of a sirategic information systems plan thar inciudes inzermediary stages
and a rimerable for addressing the investment Board’s reporting needs; and

4. Organizarional changes the Investment Board is pursuing to provide the necessary
oversight of investmens activities.

Weﬁcrdzerrecomxendrlianlze.ftaxebf%wmnlmmreponmmm;nwdw -
Joins Legislative Audit Comminee by December 31, 1995.° : ‘

The following portions of this report address each of the four areas noted by the LAB.

LI Guideli

Invesunent guidelines for each portolio delegate authority t0 staff to make investments within
constraints that recognize the purposes and objectives of each fund under management
Modifications to the guidelines are periodically considered by the Trustees as markets change and
evolve. A major update of the guidelines for the Reai Estte Division was approved in 1994,
Extensive revisions to the guidelines for the Private Placements Division were proposed by swaff
eariier this year and are under review by the Trustees. ’



Senator Rosenzewg
Representauve Lazich
Decemper 22, 1995
Page 3

QOver the last nine months, the Board has taken the tollowing added steps to review the guidelines
trom a risk management perspecuve:

®  An Investment Policy Commitee of Trustees has been established to examine and oversee SWIB
investmment policies, including the guidelines tor each porttolio.

®  Revised guidelines have been approved by the Trustees to limit the use of derivatives to only
those instruments which reduce or otherwise hedge risk. The delegation of authority to porttolio
managers to enter into derivative invesmments has been removed. All derivative transactions
must be approved by a committee of senior starf.

“  Guidelines for the State Invesment Fund (SIF) have been rewritten to clarify fund objectives,
asset allocation limits and credit quality resmrictions. The revised guidelines conform with
sawtory conswraints established in SB 402/AB 664, The new guidelines have been approved
by the Trustees and have been provided to LGIP participant groups for review.

® A swarf commiree has completed a review of risk detinitions in the guidelines for each portfolio.
Their recommendations will be reviewed by the Investment Policy Committee, which will in
turn make recommendations to the full Board. Ianﬁcipacmatmisreviewwinbegininhnuary
1996 and will be completed by mid-year. ‘

®  One of the responsibilities of the statf Risk Management Committee will be to review the
guidelines on a periodic basis. Under SB 402/AB 664. the Board wouid be required to notify
appropriate legislative committees upon adoption of any change to our investment policies or
guidelines..

evaluation of risk requires an understanding of the types of investment risk and systems for
measuring risk on an aggregated basis across porttolios. [nformation should be communicated to
Trustees, beneficiaries and the L:gislamre that is readily understandable and useful for quickly
grasping where risk is being taken, why it is being taken and how it is being managed.

We have waken the following actions to srengthen oversight and reporting of investment risk:

®  All derivagve investments are marked to markes on a monthly basis. Valuations are being
independently contirmed by outside sources. The position of each derivatve investment is being



Senator Rosenzewig
Represenuauve Lazich
December 22, 1995
Page 4

monitored on an ongoing dasis by a sttt commitiee. A monthly report is being prepared which
racks the position of derivauve investments.

mm_lg_;j; assocxated wuh currency, lxquxduy, mteresz rates, market conccnn'auon and omer
tactors.

B We plan to reallocate an existing vacant position to create the position of chief operating otficer

with lead responsibility for the upgrade and oversight of risk management information systems,
controls and reporting.

®  We are in the process of selecting an outside consuitant 1o assist us in developing a long-range
strategic information svstems pian (discussed below). The plan will define the technology
necessary to address informanon needs for risk management, measurement and control. This
project, or a separate project, will address specific analytic systems and software products
needed to meet future risk measurement needs. We anticipate that this work will be completed
in 1996.

®  Under SB 402/AB 664, we would report anmually to the Joint Committee on Audit and
appropriate standing committees on a number of items, including risks associated with
invesment holdings.

.S ic Information S Pl

SWIB currentdy manages assets of nearty $40 billion in more than 2,300 separate investments. The
management of these investments depends upon the timely exchange and analysis of tremendous
amounts of informaton. We udlize over 25 separate elecrronic information sources to make
invesmment decisions. We rely on an extensive information systems to process over 1,800
transactions per month through our custodial banks and our internal accounting system.

Since 1992, we have been moving much of our financial systems support to our custodial banks
rather than continue to rely on increasingly expensive internal information systems. Although this
has contained costs, it has not always resuited in the level of flexibility needed as markets and
operations needs change. In 1994, we met with a number of widely recognized invesmment
organizatons to compare management practices. This etfort confirmed that we have been operating
with far fewer resources in support of information technoiogy than is the case for other organizations
which actvely manage investments. The May 1995 report by Price Waterhouse to the Board drew
further azention to the agency’s informaton technology needs.



Senator Rosenzewsg
Representauve Lazich
December 22, (995
Page 3

SWIB requested ang received wo additional positions in the 1995-97 bienniaj budget to provide basic
applications Support and training to invesmment statf. However, the resources required to develop

ind implement a comprenensive, long-range pian 20 peyond what can be provided by our current
start levei.

costbenetit perspective. Accordingly, the tollowing steps are in progress with regard tg 3 strategic
information systems plan: ‘

® In November, we issued a request for proposals (RFP) from major consuiting firms o assist us
in developing a long-term strategic information systems plan which will place heavy emphasis
on risk management Capabilities. The RFP was reviewed by informarion technology staff in the
Deparment of Administration. We are Teviewing the responses to the RFP and hope to have the
selection process completed in earfy 1996,

®  One additional position is provided in SB 402/AB 664 1o assist with the workioad associated
with preparing the strategic information systems plan with the consuitane, Upon completion of
the plan, this position will be used to help with implementation,

them to focus greater atention on risk management magers. The following Organizational changes
have been made or are pianned:

investment srategy for risk management. investment policies, and implementation of
investment procedures,

audit function. They are being assisted in this effort by the State Controller and State

T
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Auditor. The Audit Commuuee will provide ongoing review and direct oversight of the
internal auditor and wiil. at least annuaily, review audit policies and procedures.

Senior Management. The Trustees have approved a plan which incorporates the following

additional senior management positions. The current (ATTACHMENT A) and proposed
(ATTACHMENT B) organizadonal plans are atached.

® Chief Invesument Officer. This position will report to the Executive Director and: (1) have
lead responsibility for development and cxecution of investment strategy; (2) provide
management oversight of the investment directors; (3) manage the peer review process; and
(4) work with the chier operating officer on risk-related maners. Authority and funding for
this position is provided in SB 402/AB 664, beginning in the current fiscal year.

® Chief Operating Officer. This position will report to the Executive Director and have: (1)
lead responsibility for implementation of risk management systems; (2) oversight of
information technology planning and functions; (3) oversight of invesunent operations and
custodial banking relatonships. As noted previously, we are planning to reallocate a

currently vacant position and hope to have the chief operating officer on staff before the end
of the current fiscal year.

® Internal Auditor. This position will report to the Audit Committee of Trustees and: (1)

develop and maintain an internal audit plan; (2) coordinate and provide assistance with

- external audits and reviews, including risk assessment and performance measurement; and

(3) review activites of outside invesument managers and custodial banks. Authority and

funding for 3.0 positions are provided in SB 402/AB 664, beginning in the current fiscal
year.

Investment Operations and Information Technology. We have identified the need for

three additional positions in these areas to strengthen risk management measures. Authorization and
funding is provided for these positions in SB 402/AB 664:

= [nvesgment Accountants. Two new professional accountant positions will provide additional
oversight of investment ransactions and assist with the preparation of expanded financial
statements and reports.

® Informaton Technojogy Specialist. As noted previously, this position will help manage
additional workload associated with preparation of the swategic information systems plan and
will help implement sysiem enhancements when the pian is completed.

Derivatives/Risk Management Committee. We esublished a Derivatives Committee of
senior SWIB statf to review and approve our use of these insruments. The role of this committee
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has been expanded to a Risk Management Communee whose primary responsibilities are to review:
(1) the allocation of assets to ditferent categories or invesuments; (2) ali new investment initiatives
before presentation to the Trustees: and (3) all porttolios on a quarterly basis. '

Investment and Support Staff. The Joing Commitiee on Audit has affirmed that SWIB should
continue t0 emphasize internal management or invesmnents. In keeping with that preterence, we
undertook a comprehensive assessment of immediate and longer term statfing needs in each of our
invesment and Support areas. This work was completed in early December ang is being reviewed

The July 1995 report from the LAB included the following reco on regarding informarion
provided to local government participants in the State Investment Fund (SIF).

Wisconsin Technical College System Business Officers
Wisconsin County Treasurers

Wisconsin Towns Association

Municipai Treasurers Association

Wisconsin Association of School Business Officers (K-12)
Wisconsin Government Finance Officers
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With their input. the tollowing ennancements are being made in our communications:

Quicker distribution ot monthly earnings informagon to partcipants is being done with the
assistance of DOA and the State Treasurer’s otfice [n most months, this should occur within
tive to seven working days, reducing the amount of time previously required by half.
Participants have reacted favorably to this change. SB 402/AB 664 would direct SWIB to make
all reasonable efforts to provide information in time for the State Treasurer to notify participants
within six working days. We are making every effort to meet this objective.

The State Treasurer has developed an expanded monthly earni

distributed beginning early in 1996. Based on teedback we have rcccxved from pamcxpann we
plan to include an expanded monthly statement of earnings, with additional information on the
maturity and interest rate sensitvity of the portfolio. The State Treasurer plans to include
information highlighting new procedures and important dates (ATTACHMENT O).

The monthly earnings report wiil continue to include comparisons of LGIP earnings rates with

comparable invesunent alternauves. We are also planning to provide 3 quarteriv performance
report covering the preceding one-, five- and ten-vear periods compared with appropriate indices
or benchmark. This would go beyond what is required in SB 402/AB 664 (ATTACHMENT D).

We are producmg a month

report is available to participants upon request and wxll be dxsmbuted at least annuany to all
participants (ATTACHMENT E).

Revised invesument guidelines have been approved by the Trustees and provided to participant
groups for their reaction. The new guidelines provide a clearer description of policies regrading
asset allocation, credit quality, mawrity, issuer exposure and derivatives authority
(ATTACHMENT F). The revised guidelines are consistent with statutory limitations contained

in SB 402/AB 664. Under the legisiation, we wiil anmmally provide a copy to participants upon
request, and at least annually to all investors.

We are developing a policies and procedyres manual to be provided to each LGIP participants
that can be readily updated as needed. This plan has been enthusiasticaily received by LGIP
participants.

of the desxgnanon of an addmonai 1nvesu:nen: statfprofessmnal for SIF This will enable the
investment director to conunue with local meetings and discussions on a reguiar basis.

Under SB 402/AB 664, the Board would be expanded to include an additional Trustee
) . | v icipating in the LGIP.
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te Inve Fund—Credi

since 1989, SWIB has coneracted with a private company o insure deposits in the LGIP in the event
T loss of principal resultng from detfauit. The decision to provide insurance conmibuted to an
nicrease in investor contidence and a signiticant growth in LGIP deposits, beginning in 1989,
rtowever, in its July 1995 report. the LAB Questioned whether the benetits of the current coverage
usuty the costs. Their report made the following recommendation:

"We recommend that the Siaze of Wisconsin investment Board investigate alternarive methods for
insuring the Local Governmenz investment Pool and report its results and recommendations for
change 10 the Joinz Legisianive Audit Commurtee by December 31, 1995."

this recommendation was also included SB 402/AB 664, which directs SWIB to provide the report
~ithin two months atter passage of the biil.

we agree that the current coverage needs to be reexamined. At this time, there are several basic
Jiernatives which we are discussing with LGP parucipants and the State Treasurer:

-« Purchase different coverage. We have discussed other rypes of private insurance coverage that

might be purchased through the current provider or from other parties who have expressed
interest in offering coverage. We have consulted with DOA risk management staff in this effort.
[t appears possible to secure coverage on better terms than the LGIP currently receives, but
quesdons raised by the LAB and others about the merits of insurance coverage may still remain.

¢ Qnmm_mm_m_mg The LGIPhasneverincurredacreditlosa. A number of
parucipants have expressed a preterence for eliminating the insurance so long as the LGIP
operates within appropriate guidelines and adequate internai controls. Eliminating the insurance
would result in an annuai savings of $3.2 miilion in premium costs to LGIP participants.

However, some participants have expressed reluctance to eliminate insurance coverage because
of concerns that their auditors may raise.

¢ Self-Insurance. Many partcipants have expressed interest in an approach under which a seif-
insurance fund would gradually be built up over time from the amounts that would otherwise
be paid to purchase coverage from a private provider. The key issue with this approach is that
it would take a number of years betore the fund grew to sufficient size to provide meaningfui
coverage. Some other interim coverage may be required to bridge between the current coverage

and seif-insurance. Stawtory changes wouid likely be necessary to implement a seif-insurance
program.

"/w’"“»v\
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Our plan is to further discuss tese 1ssues with local governments, auditors and others and to more

fully detine the advantages ana disadvantages of these alternatives. We hope to have this process
completed within the next 60 days.

[ hope this report conveys the significant attenton that Trustees and staff are giving to these matters

and the progress that is being made. [ wouid welcome and comments or questions you may have.
Please feel free to contact me.

s??_.w‘ LF»

Patricia Lipton
Executive Director

’{;« Y

% cc:  Members, Joint Commites on Audit
Members, Joint Committee on Finance
State Treasurer ‘
Dale Cattanach
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